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TAGS: EEWT, EPIN, ECON, ETRD, UR, US 

SUBJECT: SOVIET INDEBTEDNESS AND US-SOVIET TRADE PROSPECTS 

SUMMARY: POLLOWING REPORT BASED ON IMPRESSIONISTIC INCOMPLETE ROUND 
OP DISCUSSIONS WITH SOVIET TRADEAND ECONOMIC OPFICIALS, U.S. AND 
POREIGN BUSINESSMEN AND POREIGN DIPLOMATS, AS WELL AS REVIEW 
OP ECONOMIC PRESS IN RECENT WEEKS. IT IS OUR CONCLUSION THAT 
WHILE TRADE STATISTICS SHOW A RESPECTABLE FLOW OF U.S. NON-AGRI- 
CULTURAL EXPORTS TO THE USSR IN THE PIRST HALE OP 1976, THERE ARE 
SOME SIGNS THAT NEW BUSINESS HAS RECENTLY BEEN AT LEAST TEMPORARILY 
HARDER TO DEVELOP AS A RESULT OP CURRENT SOVIET HARD CURRENCY 
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SHORTAGE. IT IS TOO SOON TO SAY IP THIS APPARENT RECENT TREND 
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WILL CONTINUE OR BE REVERSED. SOVIET CONCERN ABOUT IMPLICA- 
TIONS OE INDEBTEDNESS AND NEGATIVE HARD CURRENCY TRADE BALANCE 
PLACES ADDED EMPHASISON CREDIT TERMS AND COMPENSATION AGREE- 
MENTS, ABOUT WHICH GERMANS AND PERHAPS OTHER WESTERN COMPETI- 
TORS HAVE BEEN MORE FLEXIBLE AND/OR BETTER SITED THAN US FIRMS 
TO PROVIDE. THIS IS PARTIALLY COUNTERBALANCED BY STATED SOVIET 
EMPHASIS ON PRODUCT QUALITY. THIS SHOULD FREQUENTLY FAVOR US 
OVER FOREIGN COMPETITORS, AND THERE IS ALSO EVIDENCE THAT THIS 
IS OCCURRING. SOVIET CONTENTION THAT US DISCRIMINATORY TRADE 
AND CREDIT POLICY COSTS US EXPORTS AND JOBS IS RECOGNIZED BY 
MOST BUSINESSMEN WITH WHOM WE HAVE SPOKEN AS POLITICAL PLOY. 
NEVERTHELESS MANY BELIEVE THAT ABSENCE OF GOVERNMENT-BACKED 
CREDIT DOES INFLUENCE SOVIET DECISION WHERE OTHER EACTORS ARE 
ROUGHLY EQUAL; OTHER POINT OUT THAT ABSENCE OF MFN HANDICPAS 
US FIRMS WHICH WOULD OTHERWISE BE ABLE TO ACCEPT BARTER COM- 
PENSATION EOR EXPORTS. END SUMMARY. 

I. IMPLICATION OF GROWING SOVIET INDEBTEDNESS TO ADVANCED 
WESTERN COUNTRIES FOR THE IMMEDIATE FUTURE OF US BUSINESS 
HERE ARE STILL DIEFICULT TO FORECAST. ON THEONE HAND, TRADE 
STATISTICS SHOW A SUBSTANTIAL INCREASE IN NON-AGRICULTURAL 
US EXPORTS IN THE FIRST HALF OF 1976 AND THERE IS EAVORABLE 
EVIDENCE IN THE EORM OF SIGNED CONTRACTS (E.G., PEPSICO, 

HONEYWELL, INTERNATIONAL HARVESTER) AND RENEGOTIATION OF 
BUSINESS THOUGHT LOST TO OTHERS (E.G., SPERRY-UNIVAC AIR 
CONTROL SYSTEL). A NEW MOSCOW HOTEL AND THE NEW MOSCOW AIRPORT 
TERMINAL MAY GO TO TOWER INTERNATIONAL AND A BHA CONSORTIUM, 
RESPECTIVELY. SOME FIRMS SEE SIGNS THAT THE USSR MAY BE 
INCREASINGLY OPEN TO PROPOSALS FOR JOINT VENTURES INVOLVING 
A SUBSTANTIAL DEGREE OF US RESPONSIBILITY FOR QUALITY CONTROL 
(E.G., BENDIX INTERNATIONAL NEGOTIATIONS ON SPARKPLUG PRODUC- 
TION). ON THEOTHER HAND, A NUMBER OF BUSINESSES LOCATED HERE 
REPORT RECENT SETBACKS. THE LOCAL IBM REPRESENTATIVE REPORTS 
THAT DIM BUSINESS PROSPECTS HAVE CAUSED A SHARP CUT IN HIS 
SUPPORT STAEF (ADMITTEDLY ONE OR TWO ADDITIONAL COMPUTER SALES- 
BEYOND THE ONE TO INTOURIST - COULD ALTER THIS PICTURE); 
CATERPILLAR REP NOTING THAT SALES OF MACHINERY AND TRANSPORT 
EQUIPMENT HAS FIGURED HEAVILY IN US EXPORTS TO USSR TO PRESENT, 
TOLD E/C COUNSELOR THAT HE HAS NO NEW BUSINESS AT ALL IN THE 
OFEING. HEWLETT-PACKARD REPRESENTATIVE HAD A SIMILAR REPORT. 
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THE LOCAL GENERAL ELECTRIC REPRESENTATIVE IS UNHAPPY OVER THE 
LOSS OF MOST OF LUCRATIVE ORENBURG COMPRESSOR STATION BUSINESS 
TO FOREIGN COMPETITORS, BUT HE ASCRIBES THIS TO GE'S UNWILLING- 
NESS TO CUT ITS OFEERING PRICE TO MEET SOVIET TERMS. ABBOT 
LABORATORIES HAS REPORTED THE PROBABLE LOSS OF $33 MILLION 
BABY FORMULA CONTRACT, FROM WHICH SOVIETS DREW BACK AT LAST 
MINUTE. DOW CHEMICALS ALSO HAS HAD DECLINE IN 1976 SALES TO 
USSR, ATTRIBUTABLE IN PART TO SOVIET CONCERNS ABOUT INDEBT- 
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EDNESS. ENGELHARD CHEMICALS HAS MENTIONED THAT LACK 
OF MEN FOR SOVIET EXPORTS HURTS TWO-WAY TRADE, SINCE SOVIET 
COMPENSATION PRODUCTS MUST BE DISCOUNTED FOR SALE ON US 
MARKET. WHILE OUR SELECTIVE SAMPLE IS NOT SUFFICIENT TO MAKE 
ANY FORECASTS, IT DOES APPEAR TO CALL ATTENTION TO POSSIBILITY 
OF A FUTURE DOWNTURN IN NON- AGRICULTURAL EXPORTS. 

2. SOVIET OFFICIALS HAVE MADE POINT OF STRESSING THAT USSR IS 
DIVERTING BUSINESS - AT COST OF US PROFITS AND JOBS - FROM US 
TO OTHER ADVANCED WESTERN COUNTRIES WHICH OFFER FAVORABLE 
CREDIT TERMS AND DO NOT DISCRIMINATE AGAINST SOVIET EXPORTS. 

THEY HAVE WARNED SOMEWHAT OMINOUSLY THAT US-SOVIET RELATIONS 
MAY NOT YET HAVE "HIT BOTTOM." THEY MAKE SAME POINT ABOUT 
LOST CONTRACTS TO US BUSINESSMEN. CHAIRMAN KENDALL OF 
PEPSICO GAVE THIS THESIS FURTHER CURRENCY IN PUBLIC REMARKS 
AT RECENT CONTRACT SIGNING (MOSCOW 13087). RESIDENT PULLMAN 
REP COMP ALINED TO COMATT A FEW WEEKS AGO THAT 1974 TRADE ACT 
PROVISIONS DENYING MEN AND CREDITS TO SOVIETS HAD "REALLY 
HURT" HIS FIRM'S PROSPECTS IN USSR - SO MUCH SO THAT ANY 
LENGTHY STRECTHOUT OF CURRENTLY BLEAK OUTLOOK MAY CAUSE PULL- 
MAN TO REASSESS VALUE OFKEEPING OPEN ITS OFFICE IN MOSCOW. 
NEVERTHELESS MOST BUSINESSMEN WITH WHOM WE SPOKE FEEL THAT 
GENERAL SITUATION IS REAL ROOT CAUSE, ALTHOUGH THEY DO NOT 
DISCOUNT ADVERSE CONSEQUENCES OF CURRENT US POLICY FOR 
AMERICAN EXPORTS. MINISTRY OF FOREIGNTRADE OFFICIAL 
ACKNOWLEDGED PRIVATELY THAT USSR IS "CERTAINLY" ALSO TIGHTENING 
UP ON PURCHASES FROM OTHER WESTERN COUNTRIES AS WELL, EVEN 
THOUGH IT HAS STILL UNUSED LINES OF GOVERNMENT -SUBSIDIZED 
CREDIT AVAILABLE. WE HAVE JUST BEEN SHOWN SIX MONTH FIGURES 
FOR WEST GERMAN-SOVIET TRADE - BEING REPORTED SEPARATELY - 
WHICH SHOW FRG EXPORTS UP 5.9 PERCENT OVER THE SAME PERIOD IN 1975 
BUT SOVIET EXPORTS UP 49.5 PERCENT. GERMAN ECONOMIC/COMMERCIAL MIN- 
ISTER TOLD E/C COUNSELOR THAT CONTINUING GERMAN ABILITY TO 
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INCREASE ALREADY SIGNIFICANT LEVEL OF EXPORTS HERE IS DUE IN 
PART TO GREATER WILLINGNESS OF GERMAN FIRMS TO ACCEPT COMPEN- 
SATION ARRANGEMENTS INVOLVING SOVIET RAW MATERIALS. SOME 
WESTERN EMBASSIES HAVE PERCEPTION OF DOWNTURN IN NEW ORDERS. 
BELGIAN, AUSTRIAN AND DANISH SIX MONTH TRADE STATISTICS APPEAR 
TO REFLECT ADVERSE TREND IN THEIR BALANCES WITH USSR. SEVERAL 
US BANKERS HAVE REPORTED THAT COOLING OF BUSINESS CLIMATE HAS 
BEEN GENERAL. AGAIN, OUR SAMPLING IS STILL TOO SMALL TO PER- 
MIT FORECAST, BUT THESE COMMENTS DO INDICATE THAT OTHER WESTERN 
COUNTRIES ARE ALSO FINDING SOVIETS TO BE INCREASINGLY 
HARD BARGAINERS, PARTICULARLY WITH REGARD TO TEMS AND DEFERRALS 
OF PAYMENT 
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3. SOVIET OPPICIALS ARE CHARACTERISTICALLY RELUCTANT 
TO DISCUSS DEBT ISSUE OR TO CONCEDE THAT THEY HAVE ANY CREDIT 
PROBLEMS. INCIDENTLALY, A USA/CANADA INSTITUTE SENIOR ECON- 
OMIST IN MENTIONING VOLUME OF BUSINESS ALLEGEDLY LOST BY US 
FIRMS TO WESTERN COMPETITORS, RECENTLY USED PIGURE OF 
$$I 1.4 BILLION: WE TAKE THIS AS POSSIBLE SLIP OF TONGUE 
REPRESENTING FIGURE POR SOVIET HARD CURRENCY DEBT NOW CURRENT 
IN SOVIET INTERNAL USE. (A SOVIET POREIGN TRADE MINISTRY 
OPFICIAL STATED IT PUBLICALLY AT $10 BILLION LAST MONTH). 

SAME ECONOMIST, ALTER POSING NUMBER OF QUESTIONS ABOUT SOUTH 
APRICAN GOLD SALES POLICY, FALLING INTERNATIONAL PRICE OP GOLD, 
ROLE OP SPECULATORS, ETC., SAID WITH RESIGNED AIR THAT COUNTRIES 
CONPIDENTIAL 
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ARE NOT ALWAYS ABLE TO CONTROL CONDITIONS IN WHICH THEY WILL 
SELL (GOLD), A REMARK AS EASILY APPLICABLE TO USSR AS TO 
SOUTH AFRICA. SOVIET TRADE OEFICIALS HAVE MADE POINT OF 
PRINCIPLE THAT THEY WILL NOT GO OVER 7 1/2 PERCENT INTEREST 
RATE IN COMMERCIAL TRANSACTIONS, BUT THERE SEEMS NO DOUBT THAT 
THEY ARE OBLIGED TO PAY A HIGHER EEFECTIVE RATE, WITH INCRE- 
MENT TACKED ON TO COST OF COMMODITY. UNDER THESE CIRCUMSTANCES 
SOVIETS ARE GIVING EVEN GREATER ATTENTION TO CREDIT TERMS AND 
TO POSSIBILITY OF PAYING FOR IMPORTS THROUGH COMPENSATION 
ARRANGEMENTS, WITH PAYMENT DEFERRED IN INTERIM. SUCH CONDI- 
TIONS IN THEMSELVES DO NOT SEEM TO AUGUR WELL FOR US EXPORTS. 

ON THE OTHER HAND, SOVIET PRESS IS GIVING CONSIDERABLE 
ATTENTION TO EMPHASIS OF QUALITY OF PRODUCTION AND REDUCTION 
OF PRODUCTION COSTS WHICH FIGURE SO PROMINENTLY IN DRAFT 
TWENTYFIVE YEAR PLAN, 1976-1980. EMPHASIS ON QUALITY OVER 
COST AND CREDIT TERMS SEEMS ON BALANCE TO FAVOR US FIRMS. 
APPARENT SOVIET DECISION TO RESUME NEGOTIATIONS WITH 
SPERRY-UNIVAC ON AIR TRAFFIC CONTROL SYSTEM IS ONE POSSIBLE 
EXAMPLE OF THIS. 

4. FAVORABLE PROSPECTS FOR GRAIN HARVEST ARE DOUBTLESS 
GLADDENING THE HEARTS OF SOVIET TRADE OFEICIALS, AND BANKERS, 

AS MUCH AS THEY DO FARM OFFICIALS. IT WAS 1975 AGRICULTURAL 
DISASTER THAT CONTRIBUTED SO HEAVILY TO CURRENT SQUEEZE. 
NEVERTHELESS, EVEN A GOOD GRAIN FORECAST DOES NOT GIVE USSR 
PROSPECT OF FAVORABLE HARD CURRENTLY BALANCE, AND THERE IS NO 
ASSURANCE THAT GOLD PRICE WILL REGAIN EARLIER GIDDY LEVELS. 
MOREOVER, THERE MAY BE FUTURE GRAIN DISASTERS IN YEARS AHEAD. 
BASIC PROBLEM REMAINS TO INCREASE EXPORTS IN ORDER TO PAY EOR 
IMPORTS OF TECHNOLOGY FOR WHICH SOVIET ECONOMY HAS RECOGNIZED 
THE NEED. HENCE THE CONTINUING SOVIET INTEREST IN PROJECTS 

TO DEVELOP ENERGY SOURCES, PARTICULARLY THOSE IN SIBERIA, 

WHICH COULD PROVIDE USSR WITH MORE ASSURED LONG-TERM MEANS OE 
PAYMENT. 

5. CONCLUSION. GIVEN THESE CONDITIONS US FIRMS WOULD SEEM 
WELL ADVISED TO EMPHASIZE LABOR AND COST SAVING ASPECTS OF 
PRODUCTS, CONSIDER SOME INNOVATIVE COMMERCIAL ARRANGEMENTS 
INVOLVING AT LEAST SOME BUY-BACK PROVISIONS AND TO BE READY 
FOR EVEN TOUGHER BARGAINING SESSIONS WITH SOVIET EOREIGN 
TRADERS. RESTORATION OF EX-IM FINANCING AND GRANTING OF MFN 
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WOULD, OF COURSE, STRENGTHEN CHANCES OE AMERICAN BUSINESSMEN 
TO COMPETE SUCCESSFULLY WITH WEST EUROPEAN AND JAPANESE 
FIRMS FOR SOVIET MARKET. 
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